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WP kavt~  (:I i!'31=l+ r+lj irt~i~r apy liciitlon for recognl t iqn cif e x e m p t i ~ r ~  ir-,,rn Feilera i 
irrcclme t a x  ,.ul;:-.r. ZY; .? .  i ~ n  501( c i (  3 1 of the f nterna i iievenue Ccde. 

* ,  r ~ ~ u  i r r c i ~ r ~ ~  r.i*-+*1    under the statates of t he  Sta te  of  antf 
w e t  1.b.e sect 1, r. r)i;: i (1: 13 ) ,  organizational tea t  w l  t i 1  Y ~ t ~ r p o ~ o  c iause t h a t  
3:;a t9s: ..,., , ,b. :.. . 

,,.̂ iY')t:;. . . - ~ s  i . l  r.;u- rttiqn i 8  organized e%chaively for cnaritabie. rclig=ous and 
b r f t ~ : : i * ,  . .;!r::, p~rwse3. fcrcluding. :..f6e, ' ~ t c h  plrposes. the conducting of 
rc l Ifxis  ur)rship, &nd':the. ~ f ~ ' & ~ ~ ~ $ $ t r i b ~ i t ~ i o n s  ,?.- 7.0 organizations that 
.-!:ia;ifj i: e:<+~,pt  r~~r@~fi .tations Wc?:p aection 5iil icjl31 of the Tnternai 
iir:.;ren.~r ':4...m:i- c:r 19554 4O.r the crsrmarp6ndfng r,lrovisicr. of any fu ture  United 

. . 
d c s c - r i k j  :~ob-. activities au 

; ; 

, ,, ., 
, ,-.. .r;e ;,8;r,;-.ac f  . 1s to be central 
, l r g s r ~  i ,:-t*. . ::. ilk'(-h recognize& on, ! , : l , ;dv~ hhsis the exemption under Section 

!kc. i ' :. I i :-;i)krsi*dfmtb 0rgani2!3t%0d btr ~kib.c,c behaif thia organization 
, .-. : I I ~ ;  . lP. :.< f . , r  rrc*aqnitfon of e 

'*:; ::, . r., 5 :  . .:: '. - - n a2 a csrrtral on u i i  i furnish administrative :,...,.;...+ ::A ... . .YE mebtetl~. keep t h .  fnfometl as to current laws arid 
- rt.-.. cl..*e ~t ,~ f~ t ,~ lnr : r :  hnd advice on r a i n s s t e r i a l  problems. ~33ist 

,c:,p;,- ; i . r i-;l ;~i~ltT,tj+r~ t.0 c j t ~ t ~ i n  C O T P W ~  ti~:eg.*,hOle creative dociuuents . 



' I .  I :  t ' . I - A :  .l.Ln*:rit.S anti mar.* neres jarv cnjmmefit.:., to 
.,Py.+ a , l r l  . ,,.+: " . -  *,ri+.: : ! r u e  1 r~ , ,  - -  ..! . i ..rri..'6e wi*.t.~ tne ~~,prc.'l.r i r t e  s e c t  'l crns (:!I ttie 

7 .  ri t.f?:*ria h e ~ ~ ~ i ' i r *  ~ - i l C ; i .  :;r;,: : > r  r+bs~~~;,i(.: i ng re@~i&t ior~&. 

It wiii r:r-l~*i; .jc:  ;I f r . i r + ~ . i : , l ;  I;IS~: will pr.ovic-le opportunities for 
~ i i  nlaterz;  71,  cli.~.?. r : , g * ~ , ~  ' 1 t . r .  : 8  .,n&rat. crqgriences educationa l. 
#:I 1, <?:;.mi ties.  :>:J t~i! !dlr,(:  J ~ + K J ~  iar-3 as h iearnin~ procesa with we1 1 known 
nrt, i,;na 1 .;p?ar;ers. '31 5 :t;%:-,l. >ia t inn  wil l  i ~ o n t  ir~tiblly seek speakers with 
.:~Fwc. 1.3 1 snc~ln* e a t !  EI :n is: r I&::; :I:-: serr,inar syc?;Lke~-:, . 

~ n i r .  _tri;jns ca i L  i i~ r  t.il<* , j e * ; ~ . ~  t~alf-nt  of iurrdoy Achoc.il curricuium as  we11 a3 
t,ea~-.hi ng matctr; 3 i-J:. :t,:i f i  -. i s~.;bc rdinate members. " 

~. : ,~:r nienli*.r~i~i&. r+. ; t i i r~.ml-r~t .s  ids st.3ted in  vsur by- isws are as fcriiaua: 

; , .  m* .. . ... . I ne st.i~n,-ihr.vi i nl+n~r:.;-rsi,i:b L:I tnis orgsnizat ion ahai i be: { a r have 
x I 

::l'riit ive ifi,r.iiment.~ t,t~i~t. niect, t he  re,?uirernents u f  Section 501 (c 1 i 3 of  the , . 'I , 
int,er.n&i iievcnuc ( h i e  anti jert inent  regulatiuns.ibi Propose to have an I i Li", >,&;f$ 
exempt bctivit:; that meets the  requirements of Zcction 501ic)i3r of the -, :t6, L:-:~+zj *$! 

,a. ':I? 

I nt,ernal Levrnue Gxje ar1i.i jvrt inent rcguf at ions. l c ) Submit a tooiplete : &;,@; 9 . :4,.. 

syylisation stating specific iiethils or' their exempt a c t i v i t y  and at  least ,. , I, ,;:*,w. ,, 4 -, 

ont reference. i d )  Tc remair. cllrrent, on anv annual fees. 5 - 3 ~ ~ ~ ~ "  9 ,. 
..?.!:;& ,. . 

Leceytion of Active Members 

5.02 Yersnrrs Gr Orgarlizatifina who d e s i r e  to  become members of the organiz- 
ations s h ~ 1 i  maize o ~ p l i c s t i m  tt2 tne  P r e s i d e n t .  wno together ui th  tnc 
Off i ~ i a f  Board 2i l l  examine t h e  Applications with respect t o  the Standards 
of Membership f i ~ r  t'lncri aecrsion. A l l  applicants who shall  have m e t  the 
memtership requiremerits shai: be rwceived into ?,he organization by Letter. ' 

'(our hy-laws ad &~\pi icat ic :~n  > : j e ~ ~ r i p t , i o n  for s u b r d i n ~ t e s  asks for orpanlsh- 
i.ir~nsl doclrments and sets ~1.1s ~ , r .~~redurcs  similar to those required by the 
Enternill Revenue :;errice fclr :~r:~cesfiir~g sxcrnptir~n applications under section 
! , i , , i i P ) ( : ; ) .  Yi,u jfi*ij!:;Ite ; . , l ; t . ; rq l : ! ;  1~3t.e 3ta f  ,.IS q m i i  f ieu each organization for 
~ x e m ~ t  atatus wirh tt,e In-ernai F.ev~n1.w Aervicc as long 83 the organization 
xi74?,s its ~ U P W  oh 1 .qat.ic~rla. 



You and vour board president. ~~~ve a relationship wi th
. a for-profit corporat1o~~~hlchprovides services to

~hurehes and other non-profits in incorporat1n'fand obtain1n, tax-exempt btatU&.
The relationship haa included ae"y~,boa.rd member and authorized
representative. and your president as a par~~," employee of

~~~ .

Your budiets. including compensation packae8S. have changed from one response to
the next response as have ex~lanations relatin. to sources of income. One
response indicated t.hat in re!'.urn for a $ membership fee. a subordinate would
receive:

(1) A statement that it is accepted as a member and meets the requirements
of section 501Ic)(3) and other pertinent 8ection~ of the Code.

(2i Spiritual. flnancial and administrative cotmselin~ as needed or
requested. ,.~

~3ection 501(c)(3) of the Code provides exemption for:

"o-.Jrporatior.~...organized and operated exclusively fot' religious.
ch~ritable... or educational purposes .••no,part of the net earninis of WhlCh
ir,ures to the bene f I t of lillY private ,'~~Aolder or individuaL ....

.;~-,~:~i'l{~;~~~_:;t:~J,;~:''';'
Section 1.501(c)(3)-lic)(1) of the Income Tax . lations provides that:

"An organizat. ion wi 11 bE' re4t-ded 'lUf\f,.
p-xempt purposes only if it enp.ies p~
accomp l ish CIne or more of such exempt
501(cHJL.... .

Rev. Rul. 72-369. 1972-2 C.B.)24 .. :,,;.· .8.
manalileria 1 and conan1t ing servic.';t.'~'t ,coat.
qualify for exempt ion under section 50ltc){

Kev. full. 76-44~. 197o-L C.B. 148. holds a
~('ti'li. tv is t.he r;dfer-ing Iii free le,al aervl
t'L"illning to irLdividuals who wish to make cur
~iS p/:1rt -ci t.heir ,wer~ll tax and estate pi
.•nde r 3h~ t i ..m flO 1\ r- ) ~=t:j J of the Code , .

, exclusively' for one or more
,;~lr in aCl:~vitie8 which.

. es speclfied in sectlon

tion formed to provide
, ated organiz9.tionfl does not
'he Code.

t organization whose primary
. pers\mal tax and estat.e

deferred gifts to charity
/doea not qual ify .for exempt ion
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in t-~~i3fl--s. . . .  . , c -. a 7 . v .  t- 'i0 'T.C. 10b7 r 1378). 
the Tax Cotirt held not exemy': \.miler a ~ c t i o n  50l( c t 3 1 of the G-~de an 
argsnization formed to sssiat charitable o r q m i z a t i a n s  In t h e i r  fundraising 
a c t i v i t y  w i t h  individual contributors. The cour t  found that the orqanization'a 
activity of providing f inencia1 piiinnirig ailvice on ctrsri table giving ~ n d  tax 
planning ti> wealthy int-livid~la 1s r\eferreil to f t by ~ ~ ~ " u s r i b i n g  charitable 
orgmizet.it-)ns vaa il sut~s+,w~t  j H 1 r.~-,nzxernpt sc:t ivi ty . 

I n  1 . .. . ., c. --n;s V ,  f- $2 T.C,, 18 \ 1384 j ,  

~ILF: c c ~ i ~ r l ,  tic i d a I-.tnt.ra 1 org;tniz;ition whoso mrnlbtzrshi~ consisted of s e ~ c l r a t ~ e l v  
'.ntorf'c: rated f 4mi 1 y miss ii.>ns 3nd w)ii,:h a ls'-t  provided t.ax sern in~rs  for i t,s 
members art1-i S S S ~ S ~ S I I C ~  t~ them i r i  i ~ ~ c l w p ~ r a t i n c r  under state ltrw m d  i n  handling 
t h x  displ?.cs. f hi led  t.0 es tak i ici, that, i t was exempt h6 a religiirus c jr@~niza t ion  
under sea-:t. ion F j iS l *  i. ! : 3'1 ~f t h e  ~:ijde . 2 1 c  ~c~surt, fi~ilnd tire administrative recard 
w&a inilleq~~ate t , ~  iiisprr~ve t.i~i:. :.i:ri members (iiii nat, usc the fmi iv  missions as 
t a x  hvr2i ianr:.c rfc..vif.:es. an,j  t f a i t  t h e  ~?rp:ir,i=,>t i on diif not, eneaee in  the a ~ i t ~ a t m -  
tf h i  nont.;r.sn~g-'t. :Arp,sc? of prt-wi . i ir~q f ln3r.c i $1 and t a x  adVIce. Furthermore. the 
court h r i d  +.lie iI-,'-:&1 f iun i iv  rr.::;:jlr:r~s +-fill n;)t qu;lLify for a gr011p rul ing c i t ing  . .. . Rev . Frr,.-. . ?,;I -27 . 'i 9P,P - 1 1- . e.. 4.;. a h i  zr.. U N J ~ I ~  clt,har reqcircments. states t h a t  . $ a grrrtqv r ! ~  i i n g  rct,;uc?~t. W ?  ! . l ! .  ;: i?z>.ii..j ~h; .rc  t,he centrhl organization 
receives i f;l-~r.~rable r 1 1 1 1 t I e  > I .  :~+- r r ,~  +,i r. ;i:,cire ".!e:~i i e d  information is su'm,itterj 

n i r g  the htt ivities a:!l.! f ~ I * : ~ ! I . . + F .  .. : r?ie sul-b~rt-linate units. 

f{:rrrn~it,ii.trr trl~it, hr43 %T,.c~cI-I rrq,-~l;iea'i ~tr.:!r~g:v J U ~ ~ P S ~ S  YOU art involved in a 
mi&; fee .fclr.-9ervice 3rrsr:ge=clr1t, f j.:i: i t - a t inq  t q  exemptior~ md tax advice 

hat mem'mrship w i l l  be termin- 
he information provided 
r ta that of the organization 

3irring yn1.w r e ~ a t  rffrahfp to 
.  The crrigirral 1..:~-:1rn.er;r,s : ~ r i : j ,  s:;~miasi~;ris show that  had a 

c;hn?, rclc &a B fiJrlr~n.icr 4~:~: I!;; :.i i . : I .  hr8:i m ~ m b e r .  E'urthern~ore.  is . , 
pijr,rji.t .jr i,f 3 for-tri,f i -  ,.: 4 r . f t i ;  t.:ir,q ': ' :';I' ,';r,ll,:l IlrhKF. \.I55 ~i Vi!l.i $3 b re- 

&$$'4#2 :>;, ,: ? , , , c , b F c e  f ;  [;la (mri kjuair~e:>::. 
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Finh : :u. vour sthtements regarding pevmenta to  ,mk1r president Mvsr not betan 
consistent. The amount of ti : proposed s a l ~ r y  baa changed throughout the 
eutmissinn8. Originally . the prcrposed sblarv was $ or $  depending 
( ~ n  the  aourca. Then board minutes were "corrected" to conform thd approved 
salary with propcrsed buciget figures. Finally. the last round of information 
rlrcvided seems to indicate  that your president will not. receive a salary 
ipresently. but may do so i n  the future ilewndine on the availabilitv of fimds. 
The new proposed budgets yrcviila for compnaation. but do not indicate to whom 
it u i i i  tx yhid. 

The i:riormation you have provided f a i l s  to eapport an objective determination 
t,'nat vou meet the requirements for exemption under liectinn 501(c)(3) since you 
iihve not shown ?,hat your act.ivit.ie are primarily to accmpliah an exemyc purpose 
r:rt,he,- than h commercial fee-for-servi ce hriaincss. that  your relationship with 

 di)c~s ncit. furzhcr the private intereute of that  
,-.jrp;ration. and that there is r iot inurement to the president i n  the form of 
I~nre.ssoriatle compensation. 

t; I,,.i,ri:ineiy. -. . yi.+u &re not exempt ur~cier section BOlt c 1 1  3 1 of the Internal havenus 
,',-,,+.. anrj zhrrt.113 f i l e  forms 11L.,- i.onteri'r.utions to you are not tax deductible by 
, l;jnc,r c . . .. ,. ; .,, , ,: :: .' ~ , 

d ,, 6 , ' .  ' 
. , *,'"?,'A> .'> * 

. : . '  . ,  
,. . ,, . , 

' X .  . 
, ; :n , i ih r l~ .  ever, if you were formi t;! be rc,theruise eltsrnyt undep,'jsection 501(c,i'3) . , 

,jf the G~tdc. you have fai led t , l i  establish that you wa~lld an "associa- 
t ian ~f churches' under aec t ions 509 i a i c 1 1 and,*;kWi b) t 1 ? f 

- 
i.r~ur request for a gmup n i i i n g  is moot smnce Revenue ROCIC&@&;,N-~~. 1980-1 
:. . 677 requires that t.hs nrgmiza t ion apply$r&xiof:a. grpug:! 
its l;wn individual exemption before it can bbjzi$ii*$@+;;$g$;. .; ,.,,r,c.. ,. 

! , ., , , ,:\A$;!: 
& \ ' ,  . :,. . .  P l*. , 

I t you ~ j r e e  v i  th  these c m c  lusions please sign 'ud:return ~d$k~018 .  I ~ , ~ ~  
, , > * ' I  

,,d # > +  
* ','$ : :' vt3u decide to conttct t h i s  dctermlnatlon in  court. a p e t i k f h  .for a declara- 

t,sry i~idgement prsceedine iri the United 3 t ~ t e s  T ~ x  Court. ttietd&i'ted States  
: I :  ;f Claim6 ar the United "tares Uisrrict Court for the n(g$rict of Colmbia 
;MI: t k.6 f i k d  within nirrctv r',avs from t he  date thia determifib~f6ti was mailed t o  

i 0.J" ' 
'J,?L; , I '  , 

, 



+hntnct  the clerk of the, apprc~griatc ca:;rt f ~ r .  rsuip:.a il:!r i i  l irid wt, 1 t, l , ~ r l s  for A .. 
! .:, '?: 

iiec laratorv Jl~dgementti. Refer ?,a the err? losect I.?itll i.:at i-,n jb';. .$ ' 
, . 

I f  vou h ~ v e  ~ ~ ~ 8 t i O ~ .  p l e ~ s e  c o n t ~ ~ : t  the psrrsrjn whose name rind te ;eclhone ..<,- . 

number are ahown a t  tb. . , top 13f this letter. i . ,., 



INTERNAL REVENUE SERVICE 

NATIONAL OFFICE TECHNICAL ADVICE MEMORANDUM 

District Director 
Dallas, Texas 

Taxpayer's Name:  

Taxpayer's Address:  
   

Taxpayer's Identification Number:  

Years Involved: All Taxable Years 

Date of Conference:  

Issues: 

1. Whether  
(hereinafter "B") qualifies for exemption from federal 
income tax under section 501(c)(3) of the Internal 
Revenue Code. 

2. Whether to qualify as an wassociation of churchesM 
under sections 509 (a) (1) and 170 (b) (1) (A) (i) of the 
Internal Revenue Code, an organization's membership must 
be primarily, substantially, or some other percentage of 
churches. 

3. What is the affiliation requirement between a central 
organization and its subordinates under a group exempbion 
rul ing? 

4. Whether the Internal Revenue Service can refuse to 
grant a group exemption ruling if it appears that the 
exemption is being used to enable the central 
organization to provide exemptions to subordinates for a 
fee. 

es. Activittes and of Bgglication Process 

incorporated on  under the statutes of the 
state of  for "charitable, religious, and educational 
purposes, including . . . the conducting of religious worship, 
and the making of distributionsN to other charitable 
c rganizations. 



 

In its Form 1023 application of recognition of exemption, 
described its activity as follows: 

"The purpose of [MI is to be a central orgmization which 
recognizes on a group basis the exemption under section 
501(~)(3) of subordinate organizations on whose behalf 
this organization is applying for recognition of 
exemption. 

This organization as a central organization will furnish 
administrative assistance to its members, keep them 
informed as to current laws and regulations, give 
assistance and advice on ministerial problems, assist 
potential new members to obtain correct acceptable 
creative documents. 

To examine these creative documents and make necessary 
comments to be certai;~ that they are in compliance with 
the appropriate sections of the Internal Revenue Code and 
corresponding regulations. 

It will provide a fellowship base that will provide 
opportunities for ministers to meet together to share 
experiences and educational opportunities, by holding 
seminars as a learning process with well known national 
speakers. This association will continually seek speakers 
with special anointed ministries as seminar speakers. 

It will also provide attorneys, accountants and other 
professionals as speakers at its seminars to keep 
ministers abreast of current laws and regulations. 

Our plans call for the development of Sunday school 
curriculum as well as teaching material for staff of 
subordinate members." 

In its letter of , the di~trict office 
notified that it planned to request t2chnical advice from the 
National Office and sent 8 a proposed statement of facts. PJ was 
given the opportunity to respond to clarify the facts, and did 
so in subsequent letters of    and 

. 

x's responses failed to describe how it would calzb out its 
proposed program of assistance to affiliates in a v~jr-ety of 
matters including federal and state tax exemption. Also, did 
not describe the affiliates or the specific nature and extent 
of proposed educational seminars and curriculum development 
activities. 



 

On   a National Office conference was held with 
H. The IRS representatives solicited explanations of M's 
proposed aativities from M 1 s  president. It was agreed that 
would be given the opportunity to respond in writing to an 
information letter from the National Office in order for to 
present a clear description of it's operations. 

The IRS representatives at the  conference and 
the subsequent information letter of  advised M 
that it had the burden of proof in establishing that it met the 
legal requirements for t a ~  exemption. Furthermore, the IRS 
representatives and the development letter informed M that a 
threshold requirement for the issuance of a group ruling is 
that the parent organization itself qualify for exemption, 
citing Rev. Proc. 80-27, 1980-1 C.B. 677. 

The IRS representatives and the development letter informed 
that its responses throughout the application process had 

been inadequate to make a determination on its exempt status. 
Furthermore, the information that had been provided suggested 
that H might be primarily involved in providing commercial 
services or conducting unrelated trade or business. As examples 
of such nonexempt activity the IRS representatives cited 

ristian stewards hi^ Assistance. Inc. v. Commissioney, 70 T.C. 
1037 (1978); and Rev. Ruls. 72-369, 1972-2 C.B. 245 and 76-442, 
1976-2 C o B o  148. 

was asked to provide a detailed description of past, 
present and proposed activities. Furthermore, 4 was asked to 
describe each activity ~eDarately. A series of questions were 
presented in the development letter. 

In response to a question to describe its activities in 
general, responded as follows: 

"What our plans are each meeting will be in a church that 
our members pastor, this includes Evangelistic, Missions, 
etc. to'meet and use the facilities of the Church, to 
introduce new and old members of the association, with 
the Pastor of the Church, to discuss and receive input on 
what they see the need all around us being, Feeding and 
sheltering the Homeless, working with the Youth of today, 
Visiting the Nursing Homes, and Hospitals. Each of these 
areas we have someone that can specialize in and that 
person can present there [sic] need to the group of 
ministers if funds are needed for one area, then this 
need can be brought before its members. We know we can't 



 

cure the whole world, but if we can help a few, it is 
better than walking away and helping no one." 

did not describe each of its programs separately as 
requested. No detail or specifics beyond the above statement 
was provided. 

Asked to describe how, when, where, and by whom the 
activities would be conducted, fi responded that its activity 
would begin only when IRS approval was.obtained. 

~ e m b e r s h i ~  Requirements, Acceptance Letters. and Fees 

In Form 1023, M lists three requirements for membership: 1) 
Creative documents that meet the requirements of section ' 

501(c)(3), 2) An exempt activitv that meets the requirements of 
section 501(c)(3), and 3) A completed application stating 
specific details of the organization's activities and at least 
one reference. The bylaws provided by M with its application, 
"constitution and Bylaws," list the same requirements for 
membership, but adds a fourth: "To remain current on any annual 
fees." 

At Article 11, Section 2.03, membership dues are required on 
or before May 1 of each year, otherwise, after 30 days, the 
parent organization will report in its annual filing with the 
IRS that such organization is no longer a valid member. 

The bylaws list qualifications for subordinates which, 
besides agreeing to abide by a @tdoctrinal statementn of general 
Christian principles, asks for organizational documents and 
sets out procedures similar to those required by the Internal 
Revenue Service for processing exemption applications under 
section 501(c)(3). The bylaws, at Article 11, Section 
2.01(b)(l), even provide sample clauses for articles of 
incorporation identical to those suggested in the IRS's 
publication 557, Tax Exem~t Status for Your Oraanization. 

In Article 11, Section 2.06, the bylaws state: "Subordinate 
membership automatically qualifies each organization for exempt 
status with the Internal Revenue Service under section 
501(c)(3) of the Internal Revenue Code, unless specifically 
excluded under provisions of the Internal Revenue Code or 
regulations." 

The response to the development letter also lists membership 
qualifications that include a $  fee and requirements similar 
to those required by the IRS for recognition of exemption under 
section 501(c)(3) of the Code. 



 

has provided a copy of the two letters of acceptance it 
plans to ismue to new subordinates: 1) churches and, 2) 
publicly rupparted organizetione. The letters, Exhibits D and 
F, attached to 8's letter of , are virtually 
identical to official IRS determination letters. 

Furthermore, the acceptance letters state: "As a subordinate 
member of [B] under this group exemption to be issued to us by 
the Internal Revenue Service, your organization will be 
entitled to all of the rights and privileges extended to those 
organizations who have made an application directly to the 
Internal Revenue Service." The benefits are specifically stated 
in the acceptance letter including exemption from federal tax, 
eligibility for deductible contributions, and collateral 
benefits such a& reduced postal rates, exemption from state 
sales tax in some states, and Nrecognition of the validity of 
the licensing, commissioning or ordination of persons into the 
ministry. l .  

. . 
on fox Ministerial Credentials 

a provided a copy of its **Application for Ministerial 
credentials." Besides the usual requests, such as name, address 
and other identifying information, the two-page form asks for 
two references from ministers, a photo of the applicant, and a 
photocopy of the applicant's driver's license. The final 
question on the form asks whether the applicant desires to be 
ulicensed or ordained" and requests a $  fee. 

m t i o p s _ b i ~  With  

  the contact person on MIS application, 
is the president of , a for-profit 
corporation;which provides services to churches and other 
nonprofit8 in incorporating and obtaining tax-exempt status. 

, a's president and treasurer, was a 
temporary, part-time employee of , as of M a s  

 letter.  states that he has since resigned from 
's business. 

xis  letter states that B a s  activity does 
not overlap with 's, but that was "created to assist 
ministries after the organizations have been incorporated and 
all work of    have [sic] been 
completedOu 



 

 is listed as a member of the initial hoard of 
directors in the application and articles of incorporation, yet 
the original minutes of H's  organizational meeting indicate 

 asked not to be placed on the board. The subsequent 
'gcorrected" minutes for that same meeting submitted with M v s  
letter of  indicate  resigned as 
president, but remained on the board. 

Asked to clarify whether or not  was on the board, H, 
in its  letter, stated that  would be an 
uncompensated director. However, the minutes of M's  

 board meeting show that  resigned from the board 
(and as president). B's letter of , which 
transmitted the  board meeting minutes, stated that 

 had resigned and was "no longer connected with [HI in ' 

any way." Yet that very letter, as well as a number of the 
succeeding letters from M to the IRS, were signed by  and 
written on his company's letterhead. 

In its letter of , Y emphasized that  
was not on the board and would not represent it by "any power 
of attorney or any other wayv and that  did not have the 
"Power to answer any questiscs for [MI." Board minutes of y's 

  meeting stated that "all relations hi^" with 
 was terminated (emphasis in the original). 

Nevertheless, , along with , attended the 
National Office conference on . Again asked to 
clarify 's relationship to in the development letter 
following the attempted conference, responded: "  

 and I have been friends, we both are Ministers of the 
Gospel I helped him for one or two days a week Secretary, when 
he did not have the staff, as of this date we are friends and 
Ministers of the Gospel only.* In the same letter M states , 

 nis no longer on the Board of Directors or represented 
through form 2848 Power of Attorney for this organization." 

In its proposed statement of facts, the district made the 
following statement: "You have indicated that the group 
exemption will not benefit the private practice [of  

] or its owners in any way including compensating 
them for services rer2ered in the future." In response to that 
propost; statement, M answered: "In as much as  

 is in the business of assisting Non-Profit 
organizations and has as clients at the present time  Non- 
Profit Organizations with Group Exemption Numbers (not 
inciuding [a ] )  it is utterly ridiculous to make a statement 
that this Organization would never ask for help from  



 

 in the distant future. However [ y ]  
is a present client without any payment for services." 

gudaets and Compensation Packaqes 

Proposed budgets submitted with the application show all of 
M's income to be from nfellowship fees." Asked to clarify the 
vvfellowship fees," a explained in its IeLter of  

, that in return for the $  membership fee, subordinates 
would receive: 

1) A statement that the subordinate is accepted as a member 
and meets the requirements of section !5Ol(c)(3) and other 
pertinent sections of the Code. 

2) Spiritual, financial and administrative counseling as 
needed or requested. 

However, H0s letter of  states lethe 
organization's sources of income will be from membership fees 
and free will offerings from subordinates and the general 
public" and that "news1ette.s will [be] the major source of 
fundraisingw in the future. Asked for a copy of its newsletter 
and other publications in the development letter, stated that 
Itno Newsletter or Publications have been drafted pending IRS 
r ~ l i n g . ~  Asked for a copy of its fundraising plan in the 
development letter, 8 responded: "This Organization does not 
now or in the future plan to have fund raisers, the support of 
this Ministry will be 100% from the Membership Dues." 

The application states H's president, , 
would have a salary of $  a year. However, & submitted two 
conflicting versions of the minutes of the corporation8s first 
meeting on . The first version, submitted with the 
original application, indicates  was approved by the 
board to receive $  a year of which $  would be 
designated as a housing allowance. The second version, 
submitted with the  letter, states the board voted 
to compensate Claybrook with $  for the first year "subject 
to increase of $  within the next two years as funds are 
available." The minutes Of the  board meeting 
are identical to the second version of the  minutes in 
regard to the compensation issue. 

In its  letter, stated it would not pay 
any salary to , only unspecified reimbursements. In 
response to the development letter, fi stated no salary would be 
paid "for a few years, until this Ministry i s  100% self 
supporting. If the funds become available i Secretary will be 
paid, at this time no Board Member will receive a salary." The 
proposed budgets submitted with the response to the development 
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letter show $  in the fourth fiscal year for the expense 
item titled "Compensation of Officers, Directors and ~rustees. { 
The fiscal years are unspecified, and there is no explanation $ 
as to whom, and how much individually, will be paid in that 
category. 

State~gent of P a  A ~ g l i c u n s  for A f m  

The original copy of H's "Application for Affiliationn 
contained a "Statement of Policyn which read, in part, that 
*shall not have and shall never attempt to exercise a single 
attribute of power or authority over any organization, or over 
the messc-~gers of the organizations in such wise [sic] as to 
limit the policy of the organization, but shall recognize the 
p l i q  of the organization under one policy, the.Lord Jesus 
Christ.* In B1s  response to the district's 
proposed statement of facts, M stated it could not locate the 
application with the quoted statement. Provided a copy of the 
original it had submitted, M stated that the "wording was :@? ,??#&! 
incorrectm and submitted a new application with a statement ot ' 

policy reading, i.1 part, that PI "will monitor its body and drawif$ 
attention to areas where it feels that the weakness of it's 
subordinate wither [sic] by 'Tisitations, request for audio, c r 2 
video cassettes, or any other methods that it might need. Onc I 

error that will be monitored is the separation of Church and ': 
State, which is in conflict with the 501(c)(3) r 

Section SO1 (c) (3) of the Internal Revenue Code ,ppVides f 3 
recognition of exempt ion of organizations organize 'and 
operate4 exclusively for charitable, religious, ,educational, 
and other stated purposes; no part of the net earnin s of wht 
inures to the benefit of any private ~hareholder;oa$;~ ! ndividu 
no substantial part of the activities of vhfch i#t?k$d4rrying c 
propaganda, or otherwise attempting to influence'fegislatioc 
and which does not participate in, or intervene int$ (fncludin 
the publishing or distributing of statements), any"$blitical 
campaign on behalf of any candidate for public ofglee. 

cv 4 .  
*$Q, * 

Section 1. SOl(c) (3) -l(a) (1) of the Income Tax &lation&, 
provides that in order to qualify for exemption under Code 
section 501(c) ( 3 ) ,  an organization must be both organized at 
operated exclusively for one or more exempt purposes. Pailu~ 
to meet either the organizational or operational test will 
disqualify an organization from exemption under section 
501 (c) (3) . Furthermore, an appli :d: t organization has the 
burden of proving that it clearlr rreets all the  requirement^ 
the particular Code section under *~hich it has applied. See 



er v. C w  (63-2 UoSoT*Co para. 9519) 318 F.2d 632 
(7th Cir. 1963) and -d ~ r a c t i c  ~ollecre v, 

(63-1 U.SoT*C~ para. 9200) 312 F.2d 203, 206 (8th 
C i r . ,  1963) 

Section f.SOl(c)(3)-l(c)(l) of the regulations provides that 
an organization will be recognized as "operated exclusively~* 
for one or more exempt purposes only if it engages primarily in 
activities which accomplish such purposes. An organization will 
not be so regarded if morn than an insubstantial part of its 
activities is not in furtherance of an exempt purpose. ~ h u s ,  in 
construing the meaning of the phrase nexclusively for 
ed~cational purposesm in Better B&ess Bureau v. mited m, 326 U.S. 279 (1945), 1946 C.B. 371, the. Supreme Court 
stated, "This plainly means that the presence of a single 
noneducational purpose, if substantial in nature, will destroy 
the exenption regardless of the numer or importance of truly 
educational purposes." 

Section 1.501(~)(3)-l(c)(2) of the regulations provides that 
an organization is not operated exclusively for one or more 
exempt purposes if its net earnings inure in whole or in part 
to the benefit of private shareholders or individuals. Section 
i.SOl(a)-l(c) of the regulations defines wprivate shareholder 
or individual* as persons nhaving a personal and a private 
interest in the activities of the organization." 

Section 1.501(c) (3) -1 (d) (1) (ii) of the regulations provides 
that an organization is not organized an8 operated exclusively 
for purposes specified in section 501(c)(3) of the Code unless 
it serves a public rather than private interest. 

8ection l.SOl(c)(3)-l(e) of the regulations prwides an 
organization may meet the requirements of section bC)l(c)(3) of 
the Code although it operates a trade or business as a 
substantial part of its activities, if the operation of such 
trade or business is in furtherance of the organizationos 
exempt purposes and if the organization is not organized or 
operated for the primary purpose of carrying on an unrelated 
trade or business. 

Rev. Proc. 80-27, 1980-1 C.B. 677, prwides the procedures 
under which recognition of exemption from 'federal income t a x  
under section 501(c) of the Internal Revenue C d e  may be 
obtained on a group ruling baois for subordinate organizations 
affiliated with and under the general supervision or control of 
a central organization. Section 4.01 of Rev. Prac. 80-27 
requires that a central organization applying for a group 



 

exemption letter must obtain recognition of its own exempt 
status. 

Section 5 of Re-r. Proc. 90-27, 1990-1 C.B. 514, 515 provides 
thc standards for issuing determination letters with respect to 
exempt status as follows: 

-01 A ruling or determination letter will be issued to an 
organization, provided its application and supporting 
documents establish that it meets the particular 
requirements of the section under which exemption is 
claimed. Any oral represent~tion of additional facts or 
modification of facts as represented or alleged in the 
application for a ruling or determination letter must be 
reduced to writing over the signature of an authorized 
individual. 
.02 Exempt status will be recognized in advance of 
operations if the organization can describe its proposed 
operations in sufficient detail to permit a conclusion 
that it will clearly meet the particular requirements of 
the section under which exemption is claimed. A mere 
restatement of purposes or a statement that proposed 
activities will be in furtherance of such purposes will 
not satisfy this requirement. The organization must 
describe fully the activities in which it expects to 
engage, including the standards, criteria, procedures or 
other means adopted or planned by the organization for 
carrying out its activities, the anticipated sources of 
receipts, and the nature of contemplated expenditures. 
Where the organization cannot demonstrate to the 
satisfaction of the Service that its proposed activities 
will be exempt, a record of actual operations will be 
required before a ruling or determination letter will be 
issued. In those cases where an organization is unable to 
describe fully its purposes and activities, a refusal to 
issue a ruling or determination letter will be considered 
an initial adverse determination from which 
administrative appeal or protest rights will be afforded. 

Rev. Rul. 72-369, 1972-2 C.B. 245, holds an ~rganization 
formed to provide managerial and consulting services at cost to 
unrelated organizations does not qualify for exemption under 
section SOl(c)(3) of the Code. 

Rev. Rul. 76-442, 1976-2 C.B. 148, holds a nonprofit 
organization whose primary activity is the offering of free 
legal senices for personal tax and estate planning to 
individuals who wish to make current and deferred gifts +o 
charity as part of their overall tax and estate planning does 



 

not qualify for exemption under section 501(c)(3) of the Code. 

In Christian Stewardship Assistance. Inc. v, C-issionex, 
70 T.C. 1037 (1978), the Tax Court held not exempt under 
section 501(c)(3) of the Code an organization formed to assist 
charitable organizations in their fundraising activity with 
individual contribrltors. The court found that the 
organizationD s activitl of providing financial planning advice 
on charitable giving and tax planning to wealthy individuals 
referred to it by subscribing charitable organizations was a 
substantial nonexempt activity. 

In National Association of American Churches v. 
Commissioner, 82 T.C. 18 (1984), the court held a central 
organization whose membership consisted of separately 
incorporated family missions, and which also provided tax 
seminars for its members and assistance to them in 
incorporating under state law and in handling tax disputes, 
failed to establish that it was exempt as a religious 
organization under section 501(c)(3) of the Code. The court 
found the administrative record was inadequate to disprove that 
the members did not use the family missions as tax avoidance 
devices, and that the organization did not engage in the 
substantial nonexempt purpose of providing financial and tax 
advice. Furthermore, the court held the local family missions 
did not qualify for a group ruling citing Rev. Proc. 80-27, 
1980-1 C.B. 49, which, among other requirements, states that a 
group ruling request will only be issued where the central 
organization receives a favorable ruling on exemption and where 
detailed information is submitted concerning the activities and 
finances of the subo.-dinate units. 

pationale 

The threshold requirement for any organization seeking a 
group exemption ruling is that the central organization qualify 
as an exempt organization, and, in this case, meet the 
requirements of an organization exempt under section 501(c)(3) 
of the Code. See Section 4.01 of Rev. Proc. 80-27 and National 
Association of American Churches v. Ccmmissioner, supra. The 
organization must meet the standards provided under Rev. Proc. 
90-27, SuDra, in order to be recognized by the Service as an 
exempt organization under section 501(c)(3). 

In its application and subsequent submissions in respo :;e o 
requests for information, H %as not provided clear descri,,t i c  ns 
of its activities, method of operation, relationship to pr,,ate 
individuals, finances, etc. Furthermore, the orqanization has 
made a number of contradictory statements. 



 

The information that has been provided strongly suggests 
is involved in a commercial fee-for-service arrangement 
facilitating tax exemption and tax advice to religious 
organizations, The bylaws provide that membership will be 
terminated for failure to pay the $  fee. In fact, the 
information provided indicates M is involved in an operation 
similar to that of the organization described in pational 
ssociation of American Chu v missioner, s u ~ r a ,  that 

$ailed to qualify for e x e m i l  (c) (3) . See 
also Rev. Ruls. 72-369, 76-442, and m i s t i a n  stewards hi^ 
Assistance. Xnc. v. Commissioner, m. The organization has 
proposed additional activities that may be educational but 
there is no clear indication of the substantiality and 
substance of these activities. 

In addition, has not been forthcoming in explaining its 
relationship to . The original documents and 
submissions show that  had a significant role as a 
founder and initial board member. Furthermore,  is the 
proprietor of a for-profit consultancy that could make use of fl 
as a resource for his own business. 

Finally, M's statements regarding ~ayments to M's president 
have not been consistent. The amount of the proposed salary has 
changed throughout tne submissions. Originally, the proposed 
salezy was $  or $  depending on the source. Then 
board minutes were "correctedw to conform the approved salary 
with proposed budget figures. Finally, the last round of 
information provided seems to indicate that y's president will 
not receive a salary presently, but may do so in the future 
depending on the availability of funds. The new proposed 
budgets provide for compensation, but do nbt indicate to whom 
it will be paid. 

The organization has failed to establish it meets the 
requirements for exemption under section 501(c)(3) of the Code, 
particularly in regard to satisfying the operaticlnal test, and 
i~urement and private benefit prohibitions. See regulations, 
sections 1.5Ol(c) (3)-l(a) (1) , 1.501(c) (3)-l(c) ( I ) ,  
1501(c)()-l(c)(2), 1 5 O l ( c ) ( ) - l ( d ( l ) ( ) ,  and 1.501(~)(3)- 
U e ) ,  supra. 

The infom.ation provided by M fails to support an objective 
determination that it meets the requirements for exemption 
under section 501(~)(3). An organization applying for tax 
exemption has the burden of proving that it clearly meets all 
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the requirements of the particular Code section under which it 
has applied. The failure of M to provide requested information 
as would enable a conclusion that it will conduct its 
activities in a manner which will accomplish exempt purposes is 
fatal to its request for a favorable determination. See pius  
311 Academv. I n C .  v. C o ~ s s i o n e y ,  T.C. Memo 1982-97, affvd 
without opinion, 711 F.2d 1058 (6th Cir.), cert. denied 464 
U.S. 982 (1983) 

Furthermore, we have determined that Y does not meet the 
requirements for exemption under section 501(c)(3) of the Code 
because the organization is apparently operated for substantial 
nonexempt commercial purposes. 

The ot!rer issues presented are moot because the instant 
organization has not provided sufficient information to 
establish that it meets the requirements of exemption under 
section 501(c) ( 3 ) .  

A copy of this Technical Advice Memorandum is to be given to 
the organization. Section 6110(j)(3) of the Code provides that 
it may not be used o r  ~ i t e d  as precedent. 

- End - 




